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EGYPT-ISRAEL: Summit Results 


The ^ 
that the summi 
Egyptian Tvesi 
Minister Begin 
two-day sessio 
ministerial le 
little success 
comprehensive 
lished before 


initial assessment of the US Embassy in Cairo is 
t meeting in IsmaiHa was less than a success for 
dent Sadat. Although both he and, Israeli Prime 
are seehing to project a positive im^age^ of the 
n and are pointing to upcoming negotiations at 
vels. the Egyptian President appe^ared to have had 
in modifying any significant points of Beg%n s 
peace plan, many details of which had been pub- 
the summit negotiations began on Sunday, 


Jsadat was unable to get agreement on a "declaration 
of principles" for which he had been holding out hope as late 
as Sunday night. By apparently failing to budge the Israelxs 
on the issue of the future of the West Bank and the Palestxnian 
Arabs, described by Sadat as the "crux of the whole problem, 
he has laid himself open to more criticxsm by Arab rejectxonxsts 
and perhaps even from moderate Arabs. 


The Embassy also believes that there is bound to be 
some disillusionment in Cairo, and that Sadat will have problems 
keeping up the morale of his supporters as Egypt and Israel 
enter into detailed ministerial negotxatxons xn January. 


I US and UN representatives will be invited to take 
part in the Political Committee sessions, which will be held 
in Jerusalem at the foreign minister leyel. Egypt wxll te rep- 
resented by its newly named Foreign Mxnxster, Muhammad Ibrahxm 
Kamil. In his early 50s, Kamil was most recently Egypt s Ambas- 
sador to West Germany. The veteran diplomat s txes wxth Sadat 
reportedly date back to the early 1940s. 

I I The bilateral Military Committee, led by the Israelx 

and Egyptian Defense Ministers, will meet in Cairo. Eegxn xn- 
dicated that the committe^sJ — negotiations will probably last 
for "a number of months." 
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FRANCE: New Combat Aircraft 


{ //French aircraft desig 
vetoping a new combat aircraft i it i 
tempted such a prog ect without obtai 
nanciat support . The French Air Fora 
ment or funds for the tong range twi 
catted the Super Mirage 4000^^ and th 
purchase it or hetp pay^ for its deve 
ing to take the risks invotved and i 
his own funds. He is apparently conv 
customer demand in France or abroad, 
two M-53 engines, is scheduled to ma 
late next year,// 


her Marcel Dassault is de- 
s the first time he has at- 
ning direct government fi- 
e currently has no require- 
n-engine muttirole aircraft, 
erefore does not plan to 
lopment. Dassault is will- 
3 building a prototype with 
inced he can later stimulate 
The prototype , powered by 
ke its first test flight 
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i//The French Air Force already has chosen the 
Dassault-designed single-engine Mirage 2000 as its main combat 
aircraft of the future. The Mirage 4000, like the Mirage 2000, 
will be designed primarily as an interceptor and air superiority 
fighter. Unlike the Mirage 2000, however, the new aircraft re- 
portedly will be able to perform deep strike missions while 
flying at low altitudes. By designing the aircraft to carry 
out several missions, Dassault may be restricting its capabil- 
ity to perform any single mission as well as its foreign com- 
petitors.// 


//Dassault's aerospace firm apparently believes 
there will be a lucrative foreign market for the fighter when 
it is ready for production, probably in the early 1980s, al- 
though foreign sales of a combat aircraft type are usua lly de- 
pendent on its purchase by the home country's military.! 


1/ /Among the likely potential customers for the 
Mirage 4000 will be several Arab countries that have already 
chosen to buy earlier-model Dassault fighter aircraft. Because 
it is expected to have an offensive strike capability, the new 
aircraft probably will be especially attractive to countries 
seeking a plane that can attack targets behind the primary 
battle area.// 


I //Development of the Mirage 4000 benefits from 
the government-backed Mirage 2000 project. The two aircraft 
will have the same delta-wing design, similar avionics and 
electronic packages, and similar materials in their externa l 
structure. 


ECUADOR: Political Coalition 


Eleven Eouadorean political parties have agreed 
national front to contest the presidential elec— 


id O 'f O Q, YIBW ib’'^ j j, vw ^ ^ 

tion scheduled for 16 July. Besides providing orgamzed pol^t^- 
oal support for next month's constitutional referendum^ the 
new g ov ernment -bached coalition could he a mayor s tep toward^ 
derailing the presidential drive of populist candidate Assad 
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Buaaram. Profound ph-ilosophioal differences plus the difficul- 
ties in agreeing on a mutually acceptable presidential candi- 
date^ however 3 probably will create severe problems for the 
front between now and election time. 


|The front announced its support for the referendum — 

the first step in President Poveda's plan to return to civilian 
rule by the end of next year — in a manifesto issued last Wednes- 
day. Coalition support is significant because an already apa- 
thetic electorate is being encouraged to refrain from voting 
by three other political groupings led by the party of former 
President Velasco Ibarra. f 


The most important partners in the new political 

alignment are the Radical Liberals and Conservatives, two ideo- 
logically diverse parties that have been intense rivals for 
nearly 100 years. They are joined by nine equally divergent 
smaller parties ranging from staunch allies of the Conserva- 
tives to leftists of varying shades. 


[ other than support for the referendum, the only is- 
sues on which all these parties appear to agree at present are 
the importance of a return to civilian rule and the necessity 
of preventing Bucaram, the front-running contender, from be- 
coming president. Although past election performance indicates 
that the coalition theoretically is capable of obtaining as 
much as 45 percent of the vote, it is now uncertain whether it 
can stop Bucaram, who enjoys a commanding lead. 


^//Two factors that could contribute to the coali- 
tion's success are government financial support, which evidently 
has already begun , and encouragement and assistance from key 
military figures. 
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NEW ZEALAND - USSR: Fishing Agreement 


I ^ Zealand appears satisfied with the first 

round oj’ its fishing talks with the Soviet Union. A Soviet 
fisheries negotiating team was in Wellington during the past 
week to seek fishing rights in New Zealand's 200-mile eaonomia 
zone. The two sides plan to resume talks early next year.// 


I [//The negotiators reached general agreement on 

the New Zealand draft. In particular, the Soviet delegation ex- 
pressed readiness to accept New Zealand’s regulation of fishing 
within the 200-mile zone.// 


J //Apparently the Soviets anticipate using New 

Zealand facilities for only routine maintenance and making ma- 
jor overhauls elsewhere. If the New Zealanders agree to access 
by Soviet fishing vessels other than those licensed to fish in 
the New Zealand zone, the Soviets expect to make some 80 port 
calls a year.// 


I I / /Qn the matter of flying in relief crews for the 

fishing vessels, the Soviets envisage about 50 flights per 
year, carrying about 80 fishermen per flight. They seemed 
amenable to a desire by New Zealand that existing commercial 
carriers be used for the last leg of the flights, rather than 
open Now Zealand to the Soviet airline.// 

I //One unresolved issue involves two small areas 

of the high seas surrounded by the New Zealand zone. The So- 
viets are concerned that any restrictions placed on operations 
in these enclaves might establish precedents for similar zones 
elsewhere. The Soviets also question New Zealand's regulation 
of fishing around its South Pacific dependencies. Finally, the 
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Soviets have expressed some concern over New Zealand's inter- 
pretation of its 200-mile zone as an exclusive economic area 
for all activities. Moscow's practice has been to recognize 
only fishing zones.// 

I //The Soviet delegation leader — in an obvious ploy 
to increase New Zealander receptivity — said that if satisfactory 
arrangements were worked out, there would be no need to pursue 

earlier ef forts to seek access to facilities in Pacif ic island 

countries . 


WEST GERMANY: Slow Export Growth 

| ysst Germany's fa'i'Lure to reach tts 1977 growvn tar- 
get ts largely a result of i-ts di-s appointing performance vn 
exports . Early this year the government expected expows to 
Increase 9 percent In constant prices and real GNP to ri.se 5 
percent; actual gains will he about 4 percent and percent ^ 
respectively . Exports to Vest European and Communist countries 
have been particularly sluggish. Even so^ the West Germans 
have maintained their overall share of world markets . Exvorts 
may Increase a bit faster next year^ although not enough to 
give the economy much of a lift. 

I Our estimate of a 4-percent increase in real terms 
this year in exports of goods and services compares with the 
8.5-percent rise projected earlier this year. Our estimate of 
a GNP growth of under 3 percent for 1977 is the result of West 
Germany's slowdown in export growth. 

I The deceleration of export growth stems from a dra- 
matic slowdown in the growth of purchases by West European 
countries and an actual drop in exports to Communist markets. 
Slower economic growth in West European countries and the con- 
tinuing hard-currency deficits of the Communist countries have 
been the main negative factors. The poor showing in sales to 
these two markets, which together absorb two-thirds of West 
German exports, outweighed the faster growth of exports to 
non-European industrial nations and developing countries, in- 
cluding members of the Organization of Petroleum Exporting 
Countries. 
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I j |West Germany so far has maintained its overall share 

of major markets despite the export slowdown. We had expected 
that world trade would increase more than it has this year and 
that West German exports would grow somewhat faster than the 
world total. 


Because of relatively slow domestic inflation, West 
Germany' s international competitiveness has suffered little 
from the appreciation of the mark. The price-adjusted exchange 
rate rose only about 5 percent between the first quarter of 
1976 and the third quarter of 1977, despite a nearly 20-percent 
rise in the value of the mark vis-a-vis a weighted average of 
the exchange rates of 22 trading partners. In dollar terms. 

West German export prices have risen roughly in tandem with 
those of major competitors and remain close to the average of 
the seven largest industrial countries. 


[Real growth of West German exports of goods and ser- 
vices should accelerate slightly in 1978 to about 5 percent. 
The increase will result mainly from faster import growth in 
other European Community countries, particularly France and 
the UK. We expect that the stimulative measures recently an- 
nounced by London will boost British aggregate demand substan- 
tially next year. In France, consumption will be stimulated 
should the leftist alliance come to power next March, and in- 
vestment should pick up if the current government remains in 
office . 


[Bonn recently conceded that its former 6-percent tar- 

get tor real growth in 1978 probably would not be realized. The 
Economics Ministry now has set its sights on 5-percent real ex- 
port growth. We see the following trends; 

— The import growth of members of the European Free Trade 
Association is likely to slow again in 1978. In Aus- 
tria, which accounts for a third of EFTA purchases 
from West Germany, the government intends to curtail 
import growth sharply to improve the balance of pay- 
ments. Sweden also will be trying to hold down im- 
ports, and Switzerland will experience another slug- 
gish economic year. 

— West German shipments to non-European industrial coun- 
tries also will slow, assuming US economic growth 
falls off as is widely anticipated. 
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Tnmnrts next year by Communist and non-OPEC developing 

■■ countries are expeoted to 

at all. Communist countries will continue to tace 
hard-currency constraints, and non-OPEC developing 
countries have persistent balance-of-payments pr 
lems . 

— Given our projection of slower expansion of import de- 
mand in OPEC countries, West Germany would have to 
SaSture a larger share of the OPEC market for the 
sevLth consecutive year just to keep its exports to 
the group growing at the present rate. 


If West German export growth remains sluggish in 
Tqtr fh^iLrlase in real GNP growth will be correspondingly 

ies«afSla ^hriooiSmy has become increasin^y dependent on 

exports, the ratio of «P°Pf *o GNP has gro™ from 22 
in 1970 to 28 percent in mid-1977. Bonn s recenu 
of revised economic forecasts included a f°P ^he real GNP 
projection for 1978— from 4.5 percent Percent. The ne 

mnrfi auardf^d West Germa n figures agree closely with _o : 

I 
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NIGERIA; Petroleum Industry 

\Nigerian crude oil production prohMy 
its peak h y ^1985 and then start to declrne. Ovl exports how- 

IveZ could begin to decline by 

exvorts might offset some of the decl^ne, The US now takes 
around 60 percent of Nigeria’s oil exports 

olose second to Saudi Arabia as a source of US petroleum ^m 
ports , 

^Oil output is forecast at 2.3 to 2.4 million barrels 

per dav th rough 1985; current production is averaging 2.1 mil 
SrSS per day'. Beyond the ”>id- 1980 s Nigerra-s orl fu- 
ture depends on developing new deep-water 

continental shelf. The oil companies operating in Nigeri 

TilliTg to undertake the required costly i nvestment 6nly ^ 

there is a hefty boost in com pany prof its .J 
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] Company officials have agreed that the investment in 
centives issued by the Nigerian Government earlier this year 
are a step in the right direction. Under the new regulations: 

All exploration drilling costs may be written off 
during the year in which these expenses occur. Until 
now, only exploration costs of dry wells could be so 
treated. 

— Reduced royalty payments will apply to offshore pro- 
duction, and investment tax credits will be granted, 
ranging from 5 percent for equipment used on land to 
20 percent for assets used in deep sea exploration. 

The amortization period for investment expenditures 
has been reduced from seven or eight years to five. 

The tax rate on profits for companies not yet produc- 
ing oil will be reduced from 85 percent to 67.75 per- 
cent until all pre-production costs are recovered. 

I companies operating in Nigeria already are re- 
spondxng to the incentives. They have boosted their investment 
budgets substantially and will bring in at least three addi- 
tional drilling rigs during the next six months. Gulf, Mobil, 
and Phillips are resurrecting five-year development programs, 
each costing several hundred million dollars. The government, 
however, has so far been unable to attract new firms to come 
into Nigeria. 


with this renewed activity, oil production 
through the mid-1980s is likely to rise only slightly above 
the present level. In addition, an increasing share will be 
diverted to meet domestic demand, currently growing at about 
25 percent annually. A total of more than 250,000 barrels per 
day will be processed at the Port Harcourt, Warri, and Kaduna 
refineries after the latter two come onstream during the next 
two years. Quantities available for export, however, will drop 
to last year's average of just over 2 million barrels per day. 

I ~1 Liquefied natural gas exports could offset some of 

the decline in oil exports, provided some major problems are 
overcome. Current plans call for building one LNG facility with 
a capacity of 2 billion cubic feet per day. I 
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Nigeria courd Degin exporting LNG by 1982 it aii the obstacles 
are removed within the next six months or so. 


I iThe plant and associated infrastructure is expected 

to cost around $4 billion. Shell, BP, Phillips, Agip , and Elf 
are responsible for financing one-third of the cost, and the 
remaining share is to be covered by the Nigerian Government. 
The companies, however, are hesitant to put up their share 
without government guarantees of some kind. They are antici- 
pating an unstable political environment with the return to 
civilian rule scheduled for 1979. 


The US is being counted on to take 60 to 80 percent 
of all LNG exported from Nigeria. The Administration's energy 
program, however, proposes a ceiling on LNG imports that would 
permit the US to purchase quantities considerably below those 
envisioned by Nigeria. In addition, approyal by the US Federal 
Energy Regulatory Commission is a prerequisite for importing 
Nigerian LNG, and will take at least several months to obtain. 
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